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So much of what occurs in your day-to-day life has some impact on
your tax liability. Every dollar you earn, each investment you choose,
or each expense you incur can all alter your tax bill. The problem is
that most people don't give the slightest thought to taxes until those
dreaded tax forms arrive in the mail. And by then it's too late.

Today, I hope to convince you that tax-planning is a year-round
process. My presentation is general in nature. But if you have specific
questions, I will answer them when I am finished. And don't worry
about taking detailed notes. Later on, I will distribute a brochure that
sums up my remarks.

Let me begin my talk with a brief rundown on the new tax laws we
face this year, thanks largely to the Revenue Reconciliation Act of
1993. First, we have tw o new tax rates. In addition to the 15-, 28and 31-percent brackets that have been in place for several years,
there is a fourth rate of 36 percent that applies to single taxpayers
with taxable incomes over $115,000 and married couples with taxable
incomes over $140,000, and a fifth rate of 39.6 percent for all taxable
incomes over $250,000 -- whether married or single.

The new law also made permanent tw o provisions that were scheduled
to expire in 1996. Both provisions can effectively raise the rates for
high-income taxpayers. The exemption phase out rule requires
taxpayers to reduce the value of their exemptions by tw o percent for
every $2,500, or fraction thereof, by which their adjusted gross
incomes surpass certain limits. The limits for 1994 tax returns are as
follows: $111,800 for single filers; $167,700 for joint filers;
$139,750 for heads of household; and $83,850 for married couples
filing separately. To make matters worse, once your income reaches a
certain level, you lose the entire benefit of your personal exemptions.

The second provision requires high-income taxpayers to phase out their
itemized deductions. For 1994, this rule affects taxpayers with
adjusted gross incomes over $111,800, or half that amount if married,
filing separately. If you fit into this category, you must reduce your
itemized deductions by three percent of the amount by which your
income exceeds the limit. Medical expenses, investment interest, and
gambling, casualty and theft losses are excluded from the reduction.
The good news is that the maximum loss of deductions is still 80
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percent.

High-income taxpayers will also feel the impact of a change in the way
the Medicare payroll tax is calculated. Previously, the 1.45-percent tax
on employees applied only to the first $135,000 of earned income.
This ceiling was eliminated, meaning all wages are now subject to the
Medicare tax. For the self-employed, this change hits twice as hard
since they pay the entire Medicare tax themselves - at a rate of 2.9
percent.

Some Social Security recipients also face a tax increase in 1994.
Single individuals with incomes over $34,000 and married couples with
incomes over $44,000 may have up to 85 percent of their benefits
taxed, up from a maximum of 50 percent.

Most changes in tax deductions primarily impact businesses rather than
individuals. For example, the deduction for business meals and
entertainment has been limited to 50 percent of expenses incurred in
tax years beginning after 1993.
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The deduction for job-related moving expenses was also limited. Non
transportation related expenses that were deductible in the past —such
as meals while traveling, temporary living expenses, and closing costs
of buying or selling a home -- are now non-deductible.

In addition, Congress also made it a little more difficult to deduct the
expenses that do qualify by increasing the 35-mile test to 50 miles. In
the past, your new job had to be 35 miles farther from your former
home that your old job was. Now, your new job has to be 50 miles
farther. These limitations on moving expenses also became effective
as of January 1, 1994.

One business deduction has been totally eliminated - - and that's dues
to social, athletic or country clubs. Again, January 1, 1994 was the
effective date for this.

Okay, now that I've filled you in on the more unpleasant tax law
changes, I'd like to tell you about some favorable provisions. One is
the increase in the earned income tax credit. The maximum credit
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available to a low-income individual caring for one child is $2,038 in
1994 -- that's up about $600. The maximum credit for someone
caring for tw o or more children is $2,527. In addition, for the first
time ever, this credit is available to certain low-income workers without
children.

One of the best things to come out of the tax bill was something that
Congress left untouched -- the long-term capital gains tax rate which
remains at 28 percent. Long-term capital gains result from the sale of
appreciated property -- such as stocks - held over one year. For
taxpayers in the 31-, 36- or 39.6-percent tax brackets, capital gains
income is taxed at a lower rate than dividend or interest income. If
you fall into this category, you may want to look into making some
changes in your portfolio to take advantage of the lower capital gains
rate.

And here's more good news for investors. Congress passed a new
provisions to encourage investment in small companies. Gains from
the sale of qualified small business stock issued after August 10,
1993, will be taxed at half the regular capital gains rate, or 14 percent,
if the stock is held for at least five years. Other restrictions apply, so
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you should check with a tax adviser about this.

Congress has provided some relief to those of you who must make
estimated tax payments. Individuals with adjusted gross incomes
below $150,000 in the previous year can base their current year's
estimated tax payments on 100 percent of their prior year's tax
liability. Those with AGIs above $150,000 in the previous year can
base their payments on 110 percent of the prior year's tax liability.
This should help eliminate the guesswork involved in estimating current
year tax liability.

By now you should know whether -- or how much - the new laws
affect you. Let's move on to some general tax-saving tips that can
help lower your tax bill this year and every year, no matter what your
income may be.

The most common tax-saving strategy is to defer income and
accelerate deductions. By doing this, you effectively reduce the
amount of income on which you must pay taxes and increase the
number of deductions that offset the income you do claim. This may
seem complicated, but all it takes is a little bit of planning.
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For example, you can defer income by asking your employer to delay a
year-end bonus or by purchasing investments that don't mature until
next year. To accelerate deductions, make charitable donations in
December rather than January, or schedule that long put-off dental
appointment.

This tax-planning technique is appropriate for most people. However,
individuals who expect their incomes to rise in the following year may
be better off taking the opposite approach - that is, accelerating
income and deferring deductions. The reason for this is clear. You
don't want to defer income into a year when your tax bracket may be
higher.

Before year-end, you should decide which tax-planning approach is
suitable for you. Throughout the rest of the year look for ways to
implement it.

I'd like to turn now to some concrete tax-saving ideas. One very
important aspect of tax-saving is sheltering as much income as you
can in retirement plans. One of the best options is a 401 (k). If you
have not enrolled in your company's plan, I recommend you do so as
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soon as possible. There are three reasons for the 401(k)'s
attractiveness: One, the amount you contribute comes from your pre
tax salary; tw o, your money grows tax-deferred until you withdraw it
at retirement; and three, many employers match part of your
contribution.

If possible make the highest 401(k) contribution allowed by law. For
1994, that is $9,240.

An Individual Retirement Account, or IRA, is another valuable tax-saver
that many people overlook. Your earnings in an IRA grow tax-deferred
until it is withdrawn -- usually after retirement when you may be in a
lower tax bracket. As an added bonus, IRA contributions are
deductible.

Let me go over the rules about who qualifies for the deduction. If you
and your spouse are not active participants in an employer's pension
plan, you can deduct an IRA contribution. The contribution limits are
$2,000 if single, $4,000 if you are married and both spouses work,
and $2,250 if you are married and only one spouse works.
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If you are covered by a pension plan, you may still be able to deduct an
IRA contribution, depending on how much you earn. Singles with
incomes under $25,000 and married couples with incomes under
$40,000 can take a full deduction. Singles with incomes between
$25,000 and $35,000 and married couples with incomes between
$40,000 and $50,000 are eligible for partial deductions.

For the self-employed, a Keogh plan may be the best retirement option.
Generally speaking, if you have any self-employment income, you may
be able to contribute and deduct up to 25 percent of your net selfemployment income, or up to a $30,000, whichever is less, to a Keogh
plan.

All three of the retirement plans I mentioned can help reduce your
taxable income, thus lowering your tax liability. But there are other
methods for lowering the amount on which you are taxed.

One is the way you allocate your investment dollars. For example, you
may want to consider purchasing tax-free municipal bonds instead of
corporate bonds. Income from municipal bonds is not included in your
adjusted gross income and is free from federal tax. In some cases,
9

interest may be free from state and local taxes as well.

To illustrate the power of tax-free investments, consider this example:
A municipal bond returning 5 percent is the equivalent of a taxable
bond returning 6.9 percent in the 28-percent tax bracket. In the 36percent bracket, that 5-percent bond would be worth as much as a
taxable bond yielding 7.8 percent.

For those with college tuition payments on the horizon, Series EE
bonds can be a valuable tax-saving investment. Income from bonds
issued after December 31, 1989, may be totally free from federal taxes
if the proceeds are used to pay educational expenses for you or your
dependents and you meet certain income limits. Be sure to keep in
mind that there is a lot more than taxes to consider when investing,
and always seek professional advice before jumping in.

Another way to reduce the amount of income on which you are taxed
is to shift income-producing assets to your children. If your children
are age 14 or over, they can each receive up to $600 in dividend and
interest income tax-free, with any additional income taxed at their own
rate, usually 15 percent.
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You have to be a little more careful if your children are under age 14,
however. Children under that age can also receive up to $600 taxfree, with the next $600 taxed at their own rate. But any investment
income over $1,200 will be taxed at your highest marginal tax rate.
Another caution here: If you transfer more than $10,000 to any one
individual in the same year, you could be liable for gift tax.

Of course, one of the best ways to reduce your taxable income is to
claim every deduction to which you are entitled.

With higher tax

rates, each deduction you claim may become more valuable. For
example, if your tax rate rose from 31 to 36 percent, each deductible
dollar you claim rises in value from 31 to 36 cents. Right now, I am
going to point out a few ways in which you can maximize your
deductions.

I'll begin with miscellaneous expenses. Keep in mind that
miscellaneous expenses are only deductible to the extent that they
surpass tw o percent of your adjusted gross income.

To help you surpass that limit, let me give you a brief list of qualifying
expenses. Miscellaneous expenses generally fall into three categories
11

-- business, investment and tax. Qualifying business expenses include
union and professional dues, uniforms, subscriptions to trade
magazines, job-hunting expenses, and a percentage of business meal
and entertainment costs.

Eligible investment expenses include professional advice and rental fees
for safe-deposit boxes in which you keep stocks and bonds.

Finally, fees for tax return preparation and advice are also considered
miscellaneous expenses.

Medical expenses face a similar percentage-of-income limit. But in this
case, your expenses must surpass 7.5 percent of adjusted gross
income before they become deductible. While this is a high threshold,
don't assume you can't surpass it without tallying your expenses.
Besides unreimbursed doctor and hospital bills, a number of expenses
are eligible. For example, the cost of eyeglasses, contact lenses,
health insurance premiums, orthopedic shoes, and transportation to
and from medical facilities may be deductible. Even services like
acupuncture and psychotherapy qualify. The list of eligible expenses is
extensive, so be sure to do your homework.
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Fortunately, the income limitations on deducting charitable donations
are nowhere near as stringent as those for medical and miscellaneous
expenses. If you itemize, you can generally deduct 100 percent of
your charitable deductions, as long as the total does not surpass 50
percent of your adjusted gross income.

A double tax break exists if you donate appreciated property to charity:
Not only can you deduct the fair market value of the contribution, but
you don't have to pay tax on the property's appreciation.

Just keep in mind when making charitable donations that the IRS no
longer considers a cancelled check as adequate proof of a donation of
$250 or more. Instead, you must have a written receipt from the
charitable organization.

And finally, another big tax-saver for many people is the deductibility
of costs associated with owning a home. Mortgage interest on first or
second homes and real estate taxes are deductible. Points paid to
acquire a primary residence are also deductible. However, keep in
mind that if you refinanced your mortgage in 1994, the points you paid
are generally not fully deductible on your 1994 return. Instead, you
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must deduct the points over the life of the loan.

Interest on home equity loans up to $100,000 also remains taxdeductible. If you have extensive credit card or consumer debt, you
may want to consider a home equity loan to turn that non-deductible
interest into a tax write-off.

Before I take your questions, I would like to stress that my goal today
was not to give an all-inclusive list of tax changes and tax-saving tips.
I wanted to give you some basic facts and make you realize how much
is involved in tax planning. It takes a year-round commitment on your
part to become an effective tax planner. I hope I have provided you
w ith enough information for you to make that first step today.

Thank you. I will be happy to answer your questions now.
# # #
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Radio and Television Interview Guide to
Commonly Asked Questions on the New Tax Laws

1.

What are the tax rates for individuals in 1994?
The tax rates remain at 15, 28, 31, 36, and 39.6 percent.

2.

Has the long-term capital gains tax rate increased?
No. The maximum long-term capital gains tax rate remains at 28 percent.

3.

Is it true that the maximum capital gains tax can be as low as 14 percent?
Congress passed a provision last year that taxes gain on certain small growth
companies at half the regular capital gains rate, or 14 percent. To qualify, the stock
must have been issued after August 10, 1993, and the stockholder must own the stock
for at least five years. It is best to get professional advice before buying such stock.

4.

What is the AMT and how do I know whether it affects me?
The Alternative Minimum Tax (AMT) is a separate tax that is triggered when
extensive deductions or credits drastically reduce your regular tax liability. The only
way to know for sure if it affects you is to figure your tax under the regular system
and under the AMT system. You then must pay the amount that is higher.

5.

Did the AMT rates change as part of last year’s tax bill?
The Alternative Minimum Tax (AMT) rates rose from 24 to 26 percent on the first
$175,000 of alternative minimum taxable income, and to 28 percent on any amount
above that.

6.

Have tax rates on Social Security benefits been increased?
Certain Social Security recipients will see a tax increase in 1994. Singles with
modified adjusted gross incomes over $34,000 and married couples with modified
AGIs over $44,000 will have up to 85 percent of their benefits taxed, up from the old
maximum of 50 percent.
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7.

Did the Medicare payroll tax increase?
Yes. Effective January 1, 1994, the Medicare payroll tax of 1.45 percent for
employees, or 2.9 percent for the self-employed, applies to all earned income.
Previously there was an income ceiling of $135,000.

8.

Did Congress increase the earned income tax credit for low-income workers?
Yes, the maximum earned income tax credit was increased to $2,038 for taxpayers
caring for one dependent and $2,527 for taxpayers caring for two or more. In
addition, the credit has been expanded to include certain low-income workers without
children.

9.

I am subject to the new higher tax rates. How can I lower my taxable income to
avoid becoming subject to a higher rate?
Retirement plans are often an effective way to lower income. Consider joining your
employer’s 401(k) plan. The amount you contribute directly reduces your taxable
income. If you are not covered by a employer-sponsored pension plan, you could
make a tax-deductible Individual Retirement Account contribution. In addition, you
may want to consider transferring some of your investments from taxable vehicles to
tax-free municipal bonds.

10.

Did the new tax bill place any limits on the deductibility of mortgage interest,
points or property taxes?
No. Mortgage interest, points, and property taxes remain deductible. Interest on
home equity loans also remains deductible.

11.

Can self-employed taxpayers deduct their health insurance premiums?
The provision which allowed self-employed individuals to deduct 25 percent of their
health insurance premiums expired at the end of 1993. However, it is possible that
this provision may be extended again before the end of 1994.

12.

What expenses qualify for the miscellaneous expense deduction?
Miscellaneous expenses fall into three categories: business, investment or tax.
Numerous expenses qualify for the deduction including job-hunting expenses, union
dues, investment interest, and tax-preparation fees.
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13.

Were any miscellaneous expenses declared nondeductible in last year’s tax bill?
The deductibility of dues to business, social, athletic or country clubs has been
eliminated as of January 1, 1994. In addition, the deduction for business meals was
reduced from 80 percent to 50 percent for tax years beginning after 1993.

14.

Can I still deduct job-related moving expenses?
Several restrictions have been placed on this deduction. First, non-transportation
related expenses such as meals, temporary living expenses and closing costs from
selling or buying a home are no longer deductible. Second, the distance test has been
increased from 35 miles to 50 miles. In other words, in order for your expenses to
qualify, your new job must be 50 miles farther from your former home than your old
job was.

15.

I have to stay in a hotel several times a year to receive medical treatment in a
distant city. Does the hotel cost qualify as a medical expense?
Yes, the cost of the hotel, as well your transportation costs, are considered medical
expense. However, medical expenses are only deductible to the extent that they
surpass 7.5 percent of your adjusted gross income.

16.

Can I still take a full deduction for charitable contributions?
Yes. However, if you make one donation of $250 or more at one time, be sure to get
a receipt. The IRS will no longer consider a cancelled check adequate documentation
for the deduction.

17.

Is it better to donate appreciated property than cash?
A double tax break is available to those who donate appreciated property to charity.
Not only can you deduct the property’s fair market value, but you don’t have to pay
tax on its appreciation.
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18.

Will itemized deductions continue to be phased out for high-income taxpayers?
Yes. This provision is now a permanent part of tax law. On 1994 returns, taxpayers
with adjusted gross incomes over $111,800 ($55,900 if married, filing separately)
must reduce their itemized deductions by 3 percent of the amount by which their
incomes surpass the limit. Medical expenses, investment interest, and gambling, theft
and casualty losses are excluded from this reduction and the maximum loss of
deductions may never be more than 80 percent of otherwise allowable deductions.

19.

Was the exemption phase out also made permanent?
Yes. This provision requires taxpayers to reduce their exemptions by 2 percent for
every $2,500 (or fraction thereof) by which their adjusted gross incomes exceed
certain limits. For 1994, the limits are $111,800 for singles filers; $167,700 for
joint filers; $139,750 for heads of household; and $83,850 for married couples filing
separately.

20.

I bought a home last year and the seller paid the points on my mortgage. Is that
amount deductible by me?
The IRS recently reversed itself on this issue and declared that points paid by the
seller are deductible by the buyer. This provision is retroactive to January 1, 1991.
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